Abstract. This study aims to empirically investigate the public-private wage differentials in Albania. The public/private pay differential in these countries is certainly an interesting issue to study given that the country has undergone in-depth restructuring of the economy, which requires understanding in particular the role of the public and private sector. To the best of our knowledge, this is the first attempt in empirically investigating the factors determining the public-private wage gap in the country. Using nationally representative data from the Albanian Living Standard Measurement Survey 2012, the double selection methodology in Heitmueller (2006) is employed in order to model the conditional mean wage regressions with sample selection corrections, as well as the quantile regressions approach following Chernozhukov et al (2013), in order to complement the findings along the entire distribution of wages. Following these, we employ the Oaxaca Blinder Decomposition technique to determine whether the wage gap is attributable to the differences in the individual's characteristics or to the differences in the remuneration endowments or wage discrimination.
Introduction
The public sector wage setting can have an important effect on labour market efficiency and macroeconomic outcomes (Depalo et al, 2013) . If the government offers higher remuneration to its employees compared to the private sector, it may absorb the highly skilled workers (Hyder and Reilly, 2005) . Thus, the private sector employment would be crowded out unless wages increase. There is a positive pay gap in favor of the public sector in Albania (INSTAT, 2015 ). An unjustified-byproductivity gap might be conducive to a dramatic misallocation of resources. It could also influence the wage setting and other employment practices. This study will contribute to the existing research in the field and to the policy making process by providing accurate and up to date estimations of the public-private sector wage gap in Albania. It will adopt the more advanced methodological approaches that address the double sample selection problem. To this end, nationally representative data from the Albanian Living Standard Measurement Survey of 2012 will be used. This paper is organized as follows. Section 2 presents a short literature review. The data and the methodological approach are discussed in section 3. Section 4 presents the empirical results and Section 6 concludes.
Theoretical and empirical review
Public sector pay is of great relevance and importance for both policy makers and economists. The public sector wage setting policy instruments could have considerable implications on both public and private earnings inequality and wage gaps between sectors, public finances, the quality and efficiency of the public sector and possibly of the whole economy. A common difference between the public and private sector wage settings is that the determination of wages in the public sector depends on the political constraint whereas that in the private sector on the profit constraint (Bender, 1998 ).
The public sector may have higher incentives to overpay the workers as it could be used as a means to acquire their political support and cooperation and because it can pass the cost to people via higher taxes. However, wages may be higher in private sector due to compensation for lack of several nonincome benefits (Heitmueller, 2006) . The findings of some studies suggest that there is a significant pay differential between private and public sector, but not all these studies have accounted for selectivity bias in their empirical analysis. According to Van der Gaag and Vijverberg (1988) , it is important to control for selection bias as it reduces the premium in the public sector. The findings of other studies in the field are inconclusive. Papapetrou (2006) , Mizala et al (2009) , and Aminu (2011) find a wage differential in favour of the public sector. Giordano et al. (2011) found a conditional pay gap in favour of the public sector in ten euro-area countries. Results also suggest that this wage differential is due to public employees being more educated and more experienced in Ireland (Boyle et al. 2004); due to higher education levels in Pakistan (Hyder and Reilly, 2005 ) whereas due to experience, education and occupation in Croatia (Rubil 2013) . Van der Gaag et al. (1989) and Lindauer and Sabot (1983) find mixed results with regards to the size and direction of the pay gap whereas Depalo et al (2014) find that the overall pay gap between public and private sector displays a non trivial cross-country heterogeneity. The inconclusiveness of the findings may be attributed to the context and institutional settings and labour market policies of the countries under investigation, but also to use of different empirical techniques.
The Data and the Methodology
The data from the Albanian LSMS 2012 conducted by the Albanian Institute of Statistics are used in the estimations. The survey contains different modules and detailed information enabling the extraction of a number of variables 3 . The procedure involves OLS regressions of separate sectoral (public and private) wage equations according to the Mincer earnings function, in which individuals' (logged) earnings depend on educational attainment, work experience and characteristics such as region, industry, occupation, gender and so on. Consequently, the overall average differential in earnings between the private and public sector is decomposed into the explained (attributable to the differences in characteristics) and unexplained part (attributable to the differences in the remuneration endowments or wage discrimination) by using the Oaxaca-Blinder technique. Selectivity bias due to the non-random selection of the sample of the employees and the assignment to public or private employment are two issues of concern in the empirical estimation (Maddala 1983 , Heitmueller 2006 . In order to test, and potentially account for, both types of selection, a double sample selection model will be adopted following Heitmueller (2006) . This model estimates an equation of selection into employment in the first step, and selection into sector of employment in the second. The two selection processes may be independent, in which case the selection and outcome equations should be separately estimated. Using the appropriate results, sample selection correction terms are constructed. Wage equations for public and private sector are then separately estimated via OLS including the correction terms as additional regressors. The econometric model requires a solution to the identification problem: each of selection equations must have at least one independent variable that does not belong in the outcome equation, i.e. a variable that affects selection, but not the outcome (wages). In the participation equation, it may be argued that the number of children may be a significant determinant of participation in the labour force, but not of the sector choice, nor wage. We have included the number of children split into age groups of 0-5 and 6-14 years and the dependency ratio 4 , as it is expected to affect participation, but not to be related to sector choice, or to wages. The identification of the sector choice equation was achieved through the inclusion of a variable indicating the presence of any other member of the household employed in the public sector arguing that they may provide valuable information on employment opportunities in this sector.
Estimation results
Besides the identification variables, the participation equation includes dummies for age groups 21-30 and 31-50 years, marriage status, education dummies for secondary and tertiary education, tenure and squared tenure, occupation dummies in accordance with the ISCO08 classification (the elementary occupations are the reference category). Locational variables include the urban/rural and the strata dummies (Tirana is the reference category). In addition to these variables and the respective identification variables, the sector choice equation includes a variable on the knowledge about English language. Table 1 presents the results of the biprobit model, based on which the participation and sector choice inverse mills ratios were constructed. The results indicate that both stages of the model are identified and the coefficients have the expected signs. The Wald test indicates that there is no sufficient evidence to reject the null at the 5 percent level, but it can be rejected at 10 percent. The final decision was to consider the 10 percent level of significance, and the four selection terms were calculated as in Heitmueller (2006) . Table 1 . Results of the biprobit model Table 2 presents the results of the OLS estimations with and without correction terms for the public and private sectors. Standard errors for the models are based on a simple re-sampling bootstrap method with 1000 replications. The results of the Oaxaca decomposition (Table 3) indicate that there is a log differential in wages of about 0.18 between the public and the private sector. The decomposition of this difference into the endowment, coefficients and the interaction between the two, indicates that most of the difference is due to the characteristics of the employees included in the regression. If the employees of the public sector would have the characteristics of their counterparts working in the private sector their wages would have been lower. The contribution of the differences in return is almost zero in the sample and not significant for the population. The difference in endowments is the only significant term. 
Conclusions
This study contributes to the existing research in the field and to the policy making process by providing accurate and up to date estimations of the public-private sector wage gap in Albania, adopting an advanced methodological approach. Our findings indicate that the government does offer higher remuneration to its employees compared to the private sector, but the difference is attributed to the differences in the characteristics of the employees rather than to the returns on these characteristics. The return to these is equal between sectors. However, the results suggest that the public sectors employees have better characteristics, which may lead to a lower productivity of the private sector. This research assumes the same remuneration for equal productivity related characteristics between genders. Its testing may be at the focus of future investigations. 
